RD AN No. 3643 (4279-B)
April 23, 2001

SUBJECT:  Busness and Industry Guaranteed Loan Program
Feagbility Studies

TO: SateDirectors, Rurad Development

ATTN:  Business Programs Directors

PURPOSE/INTENDED OUTCOME

The purpose of this Adminigtrative Notice (AN) is to provide guidance and clarification
regarding the importance of a properly completed feasibility study. Furthermore, guidance
will be given asto when afeasbility sudy should be required as provided under RD
Instruction 4279-B, section 4279.150. The Generd Accounting Office (GAO) conducted a
study of Business and Industry (B& 1) Guaranteed Loans for

which losses were paid during Fisca Y ears 1994 through 1998. GAO found that, of the 24
borrowers sdlected for the sudy, the Agency did not follow regulatory requirements on 18
borrowers; 11 of those 18 were missing feasbility studies. Asaresult, the Agency agreed to
provide guidance and training to field offices administering the B& | Guaranteed Loan
Program and agreed to rewrite its program ingtructions to clarify when feasibility studies
would be required.

COMPARISON WITH PREVIOUS AN:

This replaces RD AN No. 3506 (4279-B), “Feasibility Studies,” which expired
January 31, 2001.

IMPLEMENTATION RESPONSIBILITIES:

On August 3-4, 1999, nationwide training was provided to Rura Development State staffsto
differentiate between a business plan and afeashility sudy. A business plan, which may be
prepared by the business itsdlf, isaplan of al phases of abusiness operation.

EXPIRATION DATE: FILING INSTRUCTIONS:
April 30, 2002 Preceding RD Ingtruction 4279-B
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A feashility study, which must be prepared by an independent outside consultant, isan
evauation of the chances of successin terms of economic, market, technicd, financid, and
management feasihility. RD Ingtruction 4279-B, Appendix A, contains the minimum
requirements for an acceptable feasibility study. A copy of an acceptable feasbility study
was digtributed a the August 1999 training session as aguide for evauation of such studies
that accompany B& | Guaranteed Loan gpplications. Copies of that sample feasibility study
are available upon request to the Business and Industry Division Director.

Although RD Ingtruction 4279-B, section 4279.150, says that afeasibility study may be
required, it is strongly suggested that one be obtained on al startups, on existing businesses
entering anew market area, and on existing businesses where the loan will resultin a
significant expangon of the busness current operations. Careful evauation of submitted
feashility studies before making lending decisions can help reduce incurred losses.

If you have any questions, please contact the Business and Industry Processing Branch, (202)
690-4103.

(Signed by William F. Hagy I 11)

WILLIAM F. HAGY Il

Acting Adminigtrator
Rural Business-Cooperative Service



